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The particular threat to the UK bond market
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A break of both would set the bear seal on

P both the long and medium-term market.
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The day chart is being driven by the parallel
Flag that completed in early January.

The next key short-term bear trigger was
at the end of the month when the market
broke beneath the Prior Low at 122.5
from the end of November 2017.

Note the rally on Friday last: the first
resistance lies above the market at
122.5.

Unless that resistance can be overcome
the market remains bearish.
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e The patrticular threat to the UK bond market

FUNDAMENTALS:

The long Bull market in government bonds driven by the era of globalisation and very
low inflation, seems to be drawing to a close.

As the emerging market economies developed, especially China, the developed world
was able to enjoy a period of solid expansion with exceptionally low inflation as they
outsourced production to these very low-cost manufacturing centres, but all good things

UPDATE eventually come to an end.

Technical

Fundamental China is now the world’s second largest economy and still expanding and labour costs
are no longer so cheap. In fact, the authorities there are concerned about the their
negative demographics, which led them to abandon their One Child policy.

There are other factors that are also working against the environment that has for so
long fostered exceptionally low Bond yields.

* Inthe US, Trump’s election as President has seen the US challenge the established
world order it had established after WW11 with his America first policy which is
essentially protectionism.

+ In the UK, the country has voted to leave the EU, an institution with a massive single
market that the UK has belonged to for 40 odd years. The exit negotiations between
the UK and EU have not been easy. The negotiations to establish a new trading
relationship are looking no easier and judging by some recent comments coming from
the EU look like being more difficult yet. In fact, one might think the two were long-
standing enemies rather than close trading partners.
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— The particular threat to the UK bond market

FUNDAMENTALS: conTiNuED

For the Gilt, the prospect of economic dislocation goes deeper. The decision to leave the
EU may turn out to be a positive move long term, it is far too soon to know. But
short/medium term it has caused the UK economy to go from the strongest best
performing in the Group of 7 developed economies to being the weakest, with stubbornly

high inflation.
UPDATE Add in the threat to the City of London which has enjoyed a position as the World’s pre-
Technical eminent financial Centre, contributing significantly to UK GDP and providing the UK
Fundamental Government with a hefty chunk of its tax revenue and traders/investors are concerned

about the outlook for the UK'’s fiscal health if the new trading arrangements do not include
services and the City, something the EU side is actively seeking.

Then there is domestic monetary policy. The Bank of England now judges the UK
economy’s growth potential has dropped from about 2.3% to not much above 1.5%. As a
result, the current rate of growth which is about 1.5% is not seen as a barrier to the Bank
raising interest rates as it seeks to bring CPI down from its current level of 3.0% to its
target of 2.0% in two years time.

Clearly much of the UK’s current difficulties are caused by the uncertainty of Brexit which
has seen Sterling suffer a steep devaluation, pushing up inflation, driving real wages into
negative territory and causing businesses to delay or abandon investment decisions.

Consider all of this against the backdrop of negative international sentiment towards
government bonds since Trump’s tax cut agenda was voted into law in the US adding at
least one Trillion Dollars to the US budget deficit, driving up US bond yields in expectation
of rising US inflation and the international environment for bonds has turned negative.
Especially the UK Gilt.
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The material and information set out in this research is not intended to be a quote of an offer
to buy or sell any financial products. Any expression of opinion is based on sources believed
to be reasonably reliable but is not guaranteed as to accuracy or completeness.

The material and information herein is general and for informational purposes only. Although
Seven Days Ahead endeavours to provide useful information they make no guarantee as to
the accuracy or reliability of the research.

The derivative market comprises volatility and considerable risks. To the maximum extent
permitted by law no responsibility or liability can be accepted by Seven Days Ahead, any
company or employee within its group for any action taken as a result of the information
contained in this presentation. You are requested not to rely on any representation in this
research and to seek specific advice from your accountant, legal adviser or financial services
adviser when dealing with specific circumstances.

Seven Days Ahead is regulated by the UK Financial Services Authority.
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